Manufacturing Corporate Life Cycle and  Discretionary Accruals with Piecewise Linear Model by Indraswono, Cahyo & Kurniawati, Anggreni Dian
Media Ekonomi dan Manajemen, Volume 35 Issue 1, January 2020, 61-74 
p-ISSN: 0854-1442 (Print) e-ISSN: 2503-4464 (Online)  61 
MANUFACTURING CORPORATE LIFE CYCLE AND  
DISCRETIONARY ACCRUALS WITH PIECEWISE LINEAR MODEL 
 
Cahyo Indraswono 
STIE YKPN Yogyakarta 
Email: cahyo.indraswono@gmail.com 
 
Anggreni Dian Kurniawati 
Universitas Atma Jaya Yogyakarta 
Email: anggreni.kurniawati@uajy.ac.id 
 
Received: September 2019; Accepted: December 2019; Available online: January 2020 
 
Abstract 
This study aimed to investigate the effect of life cycle at the critical point of the growth 
mature and mature-stagnant stages of discretionary accruals and the effect of company age on 
discretionary accruals. In addition, this study also examines the differences of discretionary 
accruals in growth-mature stage and mature-stagnant stage. The data observation in this study 
is financial statement data of 341 manufacturing companies listed on Indonesia Stock 
Exchange in 2015-2017. The dependent variable is discretionary accruals that focuses on the 
piecewise linear model and the independent variables are the life cycle and the company age. 
Life cycle grouped into two critical point stages, namely the growth-mature stage and the 
mature-stagnant stage. Multiple linear regression is used to test hypotheses. The results show 
that there is a negative effect on growth-mature and mature stagnant in critical points of the 
discretionary accruals and there is a positive effect on the company age on discretionary 
accruals. Moreover, this study also proves that there are differences in discretionary accruals 
at growth-mature stage and mature-stagnant stage. 
Keywords: company life cycle, discretionary accruals, growth-mature, mature-stagnant, 
piecewise linear model. 
 
Abstrak 
Penelitian ini bertujuan untuk menguji pengaruh siklus hidup pada titik kritis dari tahap 
growth-mature dan tahap mature-stagnant dari discretionary accruals dan pengaruh umur 
perusahaan pada discretionary accruals. Sebagai tambahan, penelitian ini juga menguji 
perbedaan discretionary accruals pada tahap growth-mature dan tahap mature-stagnant. 
Penelitian ini menggunakan data laporan keuangan dari 341 perusahaan manufaktur yang 
terdaftar di Bursa Efek Indonesia dari tahun 2015-2017. Variabel dependen dalam penelitian 
ini adalah discretionary accruals yang menggunakan piecewise linear model dan variabel 
independennya adalah siklus hidup dan umur perusahaan. Siklus hidup terbagi menjadi dua 
tahap titik kritis yaitu tahap growth-mature dan tahap mature-stagnant. Model regresi 
berganda digunakan untuk pengujian hipotesis. Hasil penelitian ini menunjukkan bahwa 
terdapat pengaruh negatif pada titik kritis discretionary accruals di tahap growth-mature dan 
tahap mature stagnant dan terdapat pengaruh positif dari umur perusahaan terhadap 
discretionary accruals. Penelitian ini juga membuktikan bahwa ada perbedaan titik kritis 
pada tahap growth-mature dan tahap mature-stagnant.  
Kata kunci: siklus hidup perusahaan; discretionary accruals, growth-mature, mature-
stagnant,  piecewise linear model. 
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INTRODUCTION 
Earning management is a manage-
ment intervention to the process of finan-
cial reporting with the intention for indivi-
dual purpose. Similar with the environ-
mental ecosystem, a company also has a 
life cycle, because the company experien-
ces changes from year to year. Firms are 
evolving entities, and the path and rate of 
their evolution are jointly determined by 
internal factors (such as business strate-
gies, financial resources, and managerial 
capabilities) and external factors (e.g., 
changes in the competitive environment 
and macroeconomic conditions). Corporate 
life cycle consists of distinct and identify-
able phases resulting from changes in these 
fundamental factors, which arise from the 
strategic activities undertaken by a firm. 
Therefore, corporate life cycle is the com-
bined result of business strategies and 
allocation of resources, comprehend-sively 
reflecting a firm’s innate factors (Chen, 
Yang, & Huang, 2010). The five stages of 
corporate life cycle are introductory, 
growth, maturity, shakeout, and decline 
(Gort & Klepper, 1982). The characteris-
tics of the introductory stage and the 
growth stage are where the industrial 
growth rate starts to raise and continues to 
grow rapidly, while the mature stage of 
growth starts to slow down, this growth 
will be negative if it reaches the decline 
stage. The company's position at one stage 
of the life cycle can determine the level of 
cruciality and whether or not the company 
needs to perform earnings management in 
a discretionary accruals. The each stage of 
company's life cycle greatly influences 
financial reporting, which then results in 
earnings management proxied by discre-
tionnary accruals. 
Some research on corporate life 
cycle often associated it with earnings 
management. Corporate life cycle divided 
into three stages such as, the growth stage, 
the mature stage, and the stagnant stage 
(Anthony & Ramesh, 1992). According to 
Black (1998), the relevance of earnings 
value compared to cash flow at each stage 
of the corporate life cycle using the metho-
dology used by Anthony & Ramesh 
(1992). The previous study examined the 
differences in earnings management beha-
viour based on corporate life cycle and 
company size (Hastuti & Hutama, 2010). 
The differences in earnings management 
behaviour seen from the size of earnings 
management. Hastuti (2010b) examined 
the differences in earnings management 
seen from the selection of accounting poli-
cies that increase profits or decrease 
profits. There are two critical points of 
earnings management such as the growth-
mature critical point and the mature-
stagnant point. Hastuti (2011) states that at 
the growth-mature stage the company 
carries out earnings management by 
income decreasing. In the mature-stagnant 
stage, the company conducts earnings 
management by increasing earnings and 
corporate life cycle critical point occurred. 
In this research, we develop the previous 
research by analysing the effect of the 
company's life cycle critical point and the 
company's age on earnings management as 
measured by discretionary accruals using 
the Piecewise Linear Model.  
Moreover, we analyse the differences 
of discretionary accrual at the critical point 
of the growth-mature and mature-stagnant 
stages. Companies that are in the growth-
mature stage usually have high levels of 
sales generating the high earnings. High 
earnings cause the taxes that must be paid 
become high. Hence, to avoid it, the com-
pany conducts earnings management by 
decreasing the income. Income decreasing 
is indicated by a low discretionary accrual 
value (Atwood, et.al., 2010). The mature-
stagnant stage companies are beginning to 
experience declining their sales growth 
rates, resulting in lower earnings due to the 
competition with new comers which more 
innovative from the same industry. At this 
stage, there is an effort to increasing the 
income, so the company try to generate the 
investor trust. Income increasing is indi-
cated by a high discretionary accrual value. 
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Managers affect the analyst forecasting by 
sharing ways to manage earnings to be 
accurate with forecasting (Degeorge et al., 
1999). The previous research analyse the 
differences of discretionary accrual based 
on the critical point, whereas in this 
research we measure the discretionary 
accruals using a Piecewise Linear Model 
which the perspective of earnings mana-
gement is based on the critical point and 
age of the company. We also examine 
differences in discretionary accrual stages 
of growth-mature stage and mature-
stagnant stage.  
 
LITERATURE REVIEW 
Life cycle is a figure of the com-
pany's history from its inception until the 
company is at its final point. Companies 
have a life cycle (product life cycle) as 
well as products (Schori & Garee, 1998). 
There are four stages of life cycle, namely 
introduction, growth, mature and decline. 
The first stage is introduction. The main 
characteristic of this stage is that the 
business is still small. Market needs that 
are not yet understood lead to rapid failure 
of companies in this stage. Sales begin to 
grow if the company is successful. The 
second stage is growth. The main 
characteristic of this stage is that market 
needs are being met and there is relatively 
rapid growth. The third stage is mature. 
The main characteristic of this stage is that 
managers start to become professional. At 
this stage the rest of the company's life is 
not too long and it goes bankrupt, but there 
are also companies that survive in the long 
run if the company makes many changes 
and continues to innovate in accordance 
with technological and information 
developments. The last stage is the decline 
stage. At this stage, the company experien-
ces a continuous decline and as a result this 
company will cease its activities and dis-
appear. After the mature phase, not all 
companies are in the decline stage but in 
stagnant position. The stagnant position is 
that the company experiences a low growth 
rate, capital is not issued in a large scale 
and profits do not decrease dramatically 
(Bo et al., 2016). After knowing the pattern 
of sales growth so it can be group into each 
life cycle by following the criteria such as: 
growth-mature if it has less than average 
sales and mature-stagnant if greater than 
average sales. The life cycle of a company 
is considered as a strategic value for the 
company, so managers must be able to 
determine at what stage the company's 
position is headed (Sari, 2012). 
In an agency relationship, there is a 
contract between agent and principal 
(Jensen & Meckling, 1976). The agents are 
managers that manage the company while 
the principal is the owner of the company. 
Managers are trusted to manage the com-
pany with the aim of optimizing profits, 
then the managers will get compensation 
according to the contract. The better the 
manager's performance, the higher the 
compensation that will be received. As the 
parties that manages the company, mana-
gers has more information than the owner. 
This results in asymmetric information. 
Asymmetric information can be used by 
managers to take actions that will make 
their performance looks good, even though 
they can cause owner losses in the coming 
period. Both parties both want to increase 
their utility so that agents do not always act 
in the interests of the principal. The agency 
problem has attracted enormous attention 
from researchers in the field of financial 
accounting (Fuad, 2005). The agency pro-
blem arises because of a conflict of interest 
between shareholders and managers, be-
cause there is no maximum utility meeting 
between them. As agents, managers are 
morally responsible for optimizing the 
profits of the owners (principal), but on the 
other hand managers also have an interest 
in maximizing their welfare. Moreover, 
there is a high probability that agents do 
not always act in the best interests of the 
principal (Jensen & Meckling, 1976). 
Managers know more about internal infor-
mation and prospects of the company in 
the future than the owner (shareholder). 
Media Ekonomi dan Manajemen, Volume 35 Issue 1, January 2020, 61-74 
64  p-ISSN: 0854-1442 (Print) e-ISSN: 2503-4464 (Online) 
Therefore, as managers, they obliges to 
give a signal about the condition of the 
company to the owner. The signal given 
can be done through the disclosure of 
accounting information such as financial 
statements. However, sometimes the infor-
mation that have been submitted  and 
received but not in accordance with the 
actual condition of the company. This 
condition is known as asymmetric infor-
mation. Asymmetric information occurs 
because managers know the information 
more than the other parties (owners or 
shareholders). Asymmetric information 
between managers (agents) and owner 
(principal) give managers opportunity to 
act opportunistically, that is, to gain perso-
nal benefits. In terms of financial report-
ing, managers can conduct earnings mana-
gement to mislead the owner (share-
holders) regarding the company's econo-
mic performance. 
Agency theory uses three assump-
tions of human nature, namely: self-
interest, bounded rationality, and risk 
adverse. In this condition raises the possi-
bility of efforts to make earnings manage-
ment. Earnings management is the choice 
of accounting policies by managers for 
various specific purposes (Scott, 2003). 
Earnings management is management's 
intervention in the process of external 
financial reporting with various objectives 
and reduces the credibility of financial 
statements. Earnings management can 
interfere with users of financial statements 
who have believed that the financial state-
ments are pure even though they have been 
engineered. Cassell et al. (2015) argues 
that the level of accrual earnings manage-
ment is lower with transparent disclosures 
than companies without transparent disclo-
sures. 
Accounting information is useful for 
investors and creditors (as well as other 
parties with an interest in the company) to 
assess a company and to make investment 
decisions (Bamahros et al., 2015). Invalid 
accounting information can cause investors 
to make wrong decisions and misplaced 
funds. Disclosure of accounting informa-
tion is useful in detecting earnings mana-
gement (Blanco et al., 2014). The problem 
of earnings management is very attractive 
to researchers in America, especially the 
Enron case. Researchers are busy thinking 
about what influences managers to conduct 
earnings management and how investors' 
behaviours towards earnings management. 
Regulators are also busy thinking about 
how they should deal with earnings mana-
gement issues (Ketz, 1999). 
Earnings management can be done 
by management when the company is still 
growing, even when corporate profits fall 
near zero (Hayn, 1995). Profits begin to be 
generated when the company is at a growth 
stage. A feature of this stage is that diver-
sification of closely related product lines 
begins, but the management structure is 
still relatively weak. Companies whose 
management structures are weak and have 
large accruals so that there are large differ-
rences between earnings and cash flow are 
the characteristics of companies that 
conduct earnings management (Dechow & 
Skinner, 2000). Companies with a low 
management structure that have an audit 
committee dominated by insiders, the CEO 
is the founder of the company and the chair 
of board, usually has an incentive to mani-
pulate earnings management (Dechow et 
al. 1996; Beasley, 1996). Companies that 
have large and positive discretionary 
accruals are companies that have a down-
ward trend in earnings over the next three 
years because there are reversals of 
accounting accruals, which have the largest 
accruals that can complement current 
accruals, and prices shares of the company 
declined over the next three years and the 
decline in share prices was related to a 
predictable decline in profits (Sloan, 1996). 
Some companies conduct earnings 
management to avoid reporting negative 
earnings, declining profits, or failure to 
meet market expectations (Degeorge et al., 
1999). Companies that are in the growth-
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mature stage have high levels of sales so 
that the profit generated is high. High 
earnings resulting the taxes that must be 
paid are also high. Therefore, if the tax 
paid is not too high, the company conducts 
earnings management by lowering income. 
Income decreasing is indicated by a low 
discretionary accrual (Atwood et.al, 2010). 
Companies that are in the mature-stagnant 
stage are beginning to experience declining 
sales growth rates, resulting in lower 
profits due to competition with more 
innovative newcomers. At this stage there 
is an effort to increase the income so that it 
remains trusted by investors. Income in-
creasing is indicated by a high discretio-
nary accrual. 
Duggan (2000) states that companies 
that are in the growth-mature stage manage 
earnings by decreasing income, while the 
mature-stagnant stage manages earnings by 
increasing income. The average of com-
pany age can be used as a variable to deter-
mine the life cycle. This is proven by Yan 
(2010) which uses the average age of a 
company to divide life cycle into growth-
mature and mature-stagnant stages. 
Sulistyanto (2008) states that discretionary 
accruals are a component of managerial 
engineering accruals by utilizing freedom 
and discretion in estimating and using ac-
counting standards. Management uses 
accounting standard loopholes that allow 
them the freedom to make justifications 
related to the freedom to determine the 
estimated lifetime of a fixed asset, the 
freedom to determine the method of depre-
ciation of fixed assets, determine the per-
centage of the amount of uncollectible 
receivables, and determine the method of 
determining the amount of inventory. 
Accrual accounting systems provide 
opportunities for management to manipu-
late accounting earnings or income (De 
Angelo, 1986). Accrual accounting is 
divided into discretionary accruals and 
non-discretionary accruals. Discretionary 
accruals is a manipulation of the accrual 
earnings which is used to achieve the target 
earnings. Chen et al. (2010) state that the 
most common method used in income 
management is the manipulation of discre-
tionary accrual analysis because it is easy 
to calculate, has low manipulation costs, 
and is not easily identified by readers of 
financial statements. According to 
Connolly & Hyndman (2011) accruals are 
all operational events that affect cash flow 
in a particular year. Which is the accrual of 
changes in receivables, changes in debt, 
and changes in inventory. There is a 
negative accrual on depreciation costs. 
Accruals are calculated by accountants 
with the aim of comparing revenues and 
costs according to what is expected. 
Hastuti (2011) states that accrual 
management is indicated by discretionary 
accruals. Earnings management can be 
done by management when the company is 
still growing, even when corporate 
earnings fall near zero. Companies that are 
in the growth stage report rising earnings 
to achieve the earnings forecast. In a varie-
ty of ways managers affect the analyst to 
adjust earnings to the right forecast. Evi-
dence of earnings management in compa-
nies at the growth stage is not strong 
because it is difficult to separate earnings 
management from legitimate accounting 
policies. According to Biglari et al. (2013) 
the company at the growth stage is pres-
sured to avoid increasing revenue even 
though the company is able to increase 
revenue higher. That is because if the 
profits generated are too high then the tax 
that must be paid is getting higher so that it 
harms the company (Atwood et.al, 2010). 
This research uses a Linear Piecewise 
Model because accrual earnings manage-
ment information in this model is better 
than the previous model by Jones (1991). 
Linear Piecewise Model is used to measure 
earnings management, especially accrual 
earnings (Moreira & Pope, 2007). Accrual 
Linear Piecewise  Model is a model of 
earnings management that better than the 
other models because it has the dividend 
component in the return that can detect the 
asymmetry of the company's financial 
statement information. Piecewise Linear 
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approach has several components, namely 
assets, revenue, and return. The weight for 
assets being used so that each company has 
the same size, revenue to describe the 
existence of projected revenue on sales, 
while returns represent information asym-
metry due to revenue recognition. The age 
of the company is used to measure the 
effect of company's length of operation on 
company performance. The older the com-
pany, the experience in managing and 
maintaining is more optimal, so that the 
company's performance is increasing so do 
the company's reputation. The age the 
company can be detected by the company 
ability to survive. Furthermore, the age of 
the company has a positive effect  with 
earnings management (Debnath, 2017). 
The aimed of this research is to exa-
mine the effect of life cycle at the critical 
point of the growth-mature and mature-
stagnant stages of the discretionary ac-
cruals and to examine the differences in the 
discretionary accrual stages of growth-
mature and mature-stagnant stages. In 
addition, this research also examined the 
positive effect of company age on discre-
tionary accruals. At the stage of growth, 
the company is described as a teenager 
who is not yet an adult. Market needs can 
begin to be met and growth is relatively 
fast. The rapid growth due to the market 
needs can be met with the business goal of 
the company's founder. In the mature 
stage, the company is described as an 
adult. At this stage, the manager starts to 
be professional. The company's lifespan is 
not long run then leads to the final stage of 
life cycle. However, there are some com-
panies that are able to survive in the long 
run and there are also those which went 
bankrupt. Basically, the company's life 
cycle is dynamic and never straight like a 
line, because if the company's life cycle is 
only straight then the company will never 
advance and lag behind companies that are 
more innovative. 
A company that is in the growth-
mature stage has a high level of sales so 
that generated high earnings. High 
earnings result the high taxes that must be 
paid. Although the tax paid is not too high, 
the company conducts earnings manage-
ment by lowering income. Income de-
creasing is indicated by a low discretionary 
accrual value (Atwood et. al, 2010). Com-
panies that are in the mature-stagnant stage 
are beginning to experience declining sales 
growth rates, resulting in lower earnings 
due to competition with more innovative 
newcomers. At this stage, there is an effort 
to increase income so that it remains 
trusted by investors. Income increasing is 
indicated by a high discretionnary accrual 
value. Managers affect analyst forecasting 
by show them how to manage earnings to 
be accurate with forecasting (Degeorge et 
al. 1999). A company in a downward phase 
is indicated by a low sales growth rate 
(Shank & Govindarajan, 1993). Managers 
prefer to increase earnings to avoid re-
porting loss and the declining earnings. 
Based on the explanation, it can be as-
sumed that the choice of accounting policy 
to increase earnings is carried out by com-
panies that are in the mature-stagnant 
stage. 
The average value of discretionary 
accruals at the growth-mature stage is 
lower than the mature-stagnant stage. Dis-
cretionary accruals that have negative 
values indicate the value of non-discreti-
onary accruals greater than the value of 
discretionary accruals. This shows that 
there is an attempt to decrease profits at the 
growth-mature stage. In the mature-
stagnant stage the average discretionary 
accrual is higher. Companies that are in the 
mature-stagnant stage experience peak 
sales levels, but at this stage also decreased 
earnings due to the price competition. As a 
result of declining corporate earnings, the 
company conducts earnings management 
which increasing the earnings. There are 
two stages of the life cycle critical points: 
the growth-mature stage and the mature-
stagnant stage. In both of stages earnings 
management is occurred. The lower the 
earnings generated by the company at the 
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mature-stagnant stage, the higher the value 
of discretionary accruals. The higher the 
earnings generated by the company at the 
growth-mature stage, the lower the discre-
tionary accrual value. Based on the expla-
nation above, the hypothesis proposed is as 
follows: 
H1: The critical point at the growth-mature 
and mature-stagnant stages has a 
negative effect on discretionary 
accruals. 
H2: There are differences of discretionary 
accruals at the growth-mature and 
mature-stagnant stages. 
The age of the company is used to 
measure the effect of the company's length 
of operation on company performance. The 
age of the company is the age since the 
establishment of the company to be able to 
operate. Companies that established longer 
will be more trusted by investors than 
companies that have not been established 
for too long, assuming the potential 
earnings generated by the company that 
has been higher earnings for a long time. 
We include the age of this company in this 
research because the longer the company is 
established, the ability to maintain and 
manage it will be more optimal so that the 
company's performance is increasing and 
the company's reputation will be better. 
The extent to which the company can sur-
vive can be known from the age of the 
company. According to Debnath (2017) 
the age of the company there is a positive 
relationship with earnings management. 
In this research, the company age 
was measured from the date the company 
was founded (Owusu-Ansah, 2000). Theo-
retically, a long-established company will 
be trusted by investors than a newly esta-
blished company, because a long-esta-
blished company is assumed to has ability 
to generate higher earnings than a newly 
established company. As a result, newly 
established companies will have difficulty 
in obtaining funds in the capital market and 
require them to rely on their own capital 
(Zen & Herman, 2007). The age of the 
company can also be measured since the 
company started listing on the Indonesia 
Stock Exchange. We do not measure the 
age of the company since the company 
began listing on the Indonesia Stock 
Exchange because it does not show the 
actual conditions in the past if the company 
was established very long before the Indo-
nesia Stock Exchange was founded. The 
older the age of the company, the greater 
the opportunity to do earnings management 
assuming that companies that have an 
older age experience peak sales levels, but 
the company also experienced a decline in 
profits due to price competition with new 
comer companies (Debnath, 2017). Based 
on the explanation above, the hypothesis 
proposed is as follows: 
H3: Company age has a positive effect on 
discretionary accruals. 
RESEARCH METHODS 
The data observation in this study are 
all manufacturing companies listed on the 
Indonesia Stock Exchange in 2015-2017. 
The sample selection in this study was 
conducted by purposive sampling and the 
type of data used was time series. The 
source of this research data was obtained 
from the website www.idx.co.id. The 
dependent variable in this research is 
discretionary accruals with Piecewise 
Linear Model. Piecewise Linear Model 
was first revealed by Moreira & Pope 
(2007). The discretionary accruals with 
Piecewise Linear Model is as follows: 
Piecewise Linear Model 
 
  
 
TAt = Total accruals in year t 
At-1 = Total assets in year t-1 
REVt = Revenue in year t 
RETt = Return in year t  
D1 = Dummy variable,  
                  RET < 0 = 1, RET > 0 = 0  
ɛt = Term Error or residual 
t = Projected time by year 
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NIt = Net Income in year t 
CFOt = Cash Flow Operation in year t 
TAt = Total accruals in year t 
t: = Projected time by year 
 
Revenue (REV) is the company's 
sales value for the year. One component of 
measurement used in the Piecewise Linear 
Model approach is delta revenue (REV). 
Fulfilling the measuring component 
requires sales value in year t (REVt) and 
sales value in the previous year (REVt-1). 
Delta revenue (REV) is known through the 
formula: 
 
 
REV = Sales in year t 
t = Projected time by year 
t-1 = Projected time by the previous years 
  
 
RET   = Return 
CPt   = Closing price year t 
CPt-1  = Closing Price year t-1 
D   = Dividend 
 
The next step is to conduct a data 
regression test with the following formula: 
 
 
 
 
 
The results of the regression test 
indicate the value of the parameter or 
coefficient (β). The next step is to find the 
non-discretionary accrual value (NDA) 
with the following formula: 
 
 
 
 
After knowing the value of TA and 
NDA, the amounts of accruals can be 
found by the formula: 
 
The discretionary accrual value 
affects the accrual earnings management. 
The greater the discretionary accruals 
generated, the greater the earnings mana-
gement by the company because the pre-
dictive power of revenue (REV) or sales 
and return (RET) is expected to indicate 
the existence of accrual earnings manage-
ment by the company. The independent 
variables in this research are life cycle and 
company age. Life cycle has two critical 
point stages: the growth-mature stage and 
the mature-stagnant stage.  
We measure the stages with four 
steps. Firstly, we find the average of com-
pany age by dividing the number of com-
pany age by the number of companies. The 
average of company age is calculated by 
total age of the company divided by the 
number of sample companies. Secondly, 
we classify the life cycle into the growth-
mature and mature-stagnant stages pro-
vided criteria: less than the average the 
company age is growth-mature and greater 
than the average company age is mature-
stagnant. After we obtain the average of 
company age, the next step is categorizing 
the company into two stages. This is 
consistent with research conducted by Bo 
et al. (2016). Thirdly, we determine the 
dummy variable with the provisions of 
growth-mature given the number 1 and 
mature-stagnant given the number 0. 
According to (Zen & Herman, 2007) the 
newly established company has not 
received the trust from the investors, it is 
difficult to obtain funds in the capital 
market. Further, at the growth-mature 
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stage, company tends to do earnings 
management which raises the earnings. 
Companies that are in the mature-stagnant 
stage are more trusted by investors than the 
newly established companies, because 
long-established companies are assume to 
be able to generate higher earnings than the 
newly established companies, so compa-
nies do not motivate to do earnings 
management. Finally, we determine the 
company age by subtracting the year of 
research from the year of the company. 
The company age in this research is 
measured by the year the company was 
founded (Owusu-Ansah, 2000). We use the 
year of establishment beside the actual age 
or when the company was listed on the 
Indonesia Stock Exchange because many 
companies already existed before Indo-
nesia Stock Exchange was founded, so it is 
more relevant. 
The analytical model used in testing 
the hypothesis is a multiple linear regres-
sion model. We run the classic assump-
tions before we run the multiple linear 
regression. The classic assumption test 
consists of normality test, autocorrelation 
test, multicollinearity test, and heteros-
cedasticity test. 
 
RESULTS AND DISCUSSION 
The results of the classic assumption 
tests in this study indicate that there are no 
problems of normality, heteroscedasticity 
and multicollinearity. Different test is also 
used to analyse the discretionary accruals 
differences by using two tools, namely 
homogeneity test and independent sample 
t-test. Before run the independent sample t-
test, it is necessary to do a homogeneity 
test first. Homogeneity test is one of the 
requirements to produce accurate estimates 
in the difference test. If the data generated 
are homogeneous then the data used is 
equal with the variances that assumed. The 
requirement of homogeneous data is if the 
significance value more than 0.05. Homo-
geneity analysis using the Lavene test 
indicates that the significance value is 
more than 0.05. Hence, this result shows 
that the data is homogeneous. 
The next step after we obtaining 
homogeneous data, we continuing by 
performing a different test that is the 
independent sample t-test. Independent 
sample t-test is done by comparing the 
differences between the two average values 
with the differences between the standard 
error of the two average values. The pur-
pose of this test is to compare the average 
of two groups that are not related to each 
other and do the two groups have the same 
average value or not the same significantly 
(Ghozali, 2006:55). We test the hypothesis 
based on probability i.e. if the probability 
more than 0.05 then Ho is accepted and Ha 
is rejected, it means there is no significant 
discretionary accruals at growth-mature 
stage and mature-stagnant stage. Bivariate 
analysis at these stages investigates the 
discretionary accruals differences using the 
independent sample t-test, the result can be 
seen in Table 1. 
 
Table 1. Analysis of Differences of Discretionary Accrual 
 
Discretionary 
Accrual 
Mean ± SD Sig. 
Growth-Mature 0.011581593 ± 0,332 0.042 
Mature-stagnant 0.078972248 ± 0,317 
         
The table shows that there are 
different discretionary accruals in the 
growth-mature stage and mature-stagnant 
stage, with the significant value on the 
independent t-test results showing (P= 
0.042<0.05). Meanwhile, the results of 
multiple linear regression tests can be seen 
in the following Table 2. 
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Table 2. Multiple Linear Regression Result 
 
 Unstandardized Coefficients  
Variables B Beta t-count Sig t Result 
(Constant)  0.721      
Life cycle -0.198 -0.276 -5.193 0.000 Significant 
Company age  0.002  0.144  2.708 0.007 Significant 
F-count 30.145     
Sig F   0.000     
R square   0.134     
Dependent variable: Discretionary Accruals 
 
Statistical test results show in Table 
2 that the coefficient is -0.198 with a 
significance value of 0.000 (<0.05) thus H1 
is accepted. This means that the compa-
ny's life cycle at the growth-mature and 
mature-stagnant critical points has a nega-
tive effect on discretionary accruals. The 
negative effect shows that the higher the 
earnings generated at the growth-mature 
stage, the lower the value of discretionary 
accruals and the lower the earnings gene-
rated at the mature-stagnant stage, the 
higher the discretionary accruals. The 
results of this study are consistent with the 
previous research conducted by Hastuti 
(2011) which states that growth-mature 
stage and mature-stagnant stage critical 
points are discretionary accruals. 
The second hypothesis test aims to 
answer the research question whether there 
are differences in discretionary accruals at 
growth-mature stage and mature-stagnant 
stage critical points. In Table 1 we can see 
different test results show a significance 
value of 0.042 (<0.05) thus H2 is accepted. 
Hence, there are differences in discretio-
nary accruals at growth-mature stage and 
mature-stagnant stage critical points. The 
discretionary accruals of the mature-
stagnant stage have an average value 
higher than the growth-mature stage. Both 
growth-mature stage and mature-stagnant 
stage both perform earnings management, 
but there is a difference, at the growth-
mature stage, the average discretionary 
accruals are lower than mature-stagnant 
stage. This shows that the growth-mature 
stage performs earnings management 
which is decreases the earnings. Compa-
nies that are in the growth-mature stage 
have a high sales growth; the earnings 
generated are also high. The company 
carries out earnings management which 
decreases income to avoid paying taxes 
that are too high (Atwood et.al, 2010). The 
mature-stagnant stage has a higher mean of 
discretionary accruals. It indicates that the 
mature-stagnant stage conducts earnings 
management which increases the earnings 
which is at the mature-stagnant stage, the 
company will be experiencing a peak sales 
levels but at this stage also decreases 
profits due to price competition. As a result 
of declining corporate earnings, the com-
pany conducts earnings management 
which is raises the earnings. 
Statistical test results show a coeffi-
cient of 0.002 and a significance value of 
0.007 (<0.05) thus H3 is accepted, it 
means that the company age affects discre-
tionary accruals. The results of this study 
are consistent with the previous research 
conducted by Debnath (2017) which states 
that company age has a positive effect on 
earnings management. The influential 
company age occurs because the longer the 
company's life, the greater the opportunity 
for earnings management. The company 
age shows how long the company can 
compete and survive to run the business. A 
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long-established company has experience 
in managing, and can make trends from 
previous periods so it can make designs 
that can advance the company by in-
creasing earnings and competing against 
companies that are long-established or 
newly-established (Zen & Herman, 2007). 
Based on the result show in Table 2, the 
coefficient determination (R-Square) is 
0.134. It means that dependent variable 
affects independent variables 13.4% and 
86.6% affects by other variables that not 
include in this research. 
 
CONCLUSION AND RECOMMEN-
DATION 
This study uses data observation of 
131 manufacturing companies and there 
are 261 valid data observation in 2015-
2017. Based on the results, it can be con-
cluded that there is a negative effect on the 
growth-mature stage and mature-stagnant 
stage critical points of the discretionary 
accruals, which means that the higher the 
profit generated at the growth-mature 
stage, the lower the discretionary accruals. 
This study provides evidence that there is 
earnings management in manufacturing 
companies listed on the Indonesia Stock 
Exchange. Discretionary accruals differ in 
a growth-mature stage and mature-stagnant 
stage critical points. Both of them do the 
earnings management, but it can be seen 
that the difference is at the growth-mature 
stage the company experiences sales 
growth so the earnings are high. The com-
pany has a positive effect on discretionary 
accruals, which means that the longer the 
company's life, the greater the opportunity 
for earnings management. 
This study has a limitation that the 
discretionary accruals does not categorized 
the companies across industrial sectors to 
see other factors that might affect earnings 
management behavior. Future research can 
categorize the companies across industrial 
sector. The data observation in this 
research is manufacturing companies listed 
on the Indonesia Stock Exchange. In addi-
tion, the industrial sector besides 
manufacturing may have other phenomena 
that affect earnings management, so it 
needs to be investigated also across indus-
trial sectors. Moreover, future research can 
use different life cycle and discretionary 
accruals model and include other factors 
that are not yet included in this research 
such as dividend payouts, sales growth, 
capital expenditure value which is also a 
financial variable that is directly related to 
company risk. 
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